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In October 2014, American Realty Capital Properties – one of the largest real estate investment trusts in 
the US – stunned the market. Its CEO, David Kay, disclosed that the company had overstated its income 
in the first quarter of the year – and that executives chose not to correct the error in the second quarter “in 
order to conceal the error.”   
Good boards – and thus audit committees – often challenge management assumptions 
It was further revealed that the accounting irregularities were only uncovered following an investigation 
by the company’s audit committee, which had been alerted by an employee. The revelation sent the 
company’s shares tumbling 19% and sparked an enquiry by the Securities and Exchange Commission. 
The company’s CFO was immediately replaced. 
The episode highlights the important oversight role that the audit committee plays in a company, and how 
any lapses in oversight can lead to tremendous negative effects on stakeholders. 
Close partnership 
A report published by The Korn/Ferry Institute encourages audit committees and CFOs to “work together 
more closely, more frequently, and more effectively,” given the scrutiny on corporate governance, 
following the corporate scandals and financial crises of recent years. 
This is consistent with  comments by Nick Rose, Chairman of the Audit Committee at BAE Systems plc 
and British Telecom, that the “intensity and increase in regulation has meant that the relationship and trust 
between the audit chair and the CFO is more critical than it has ever been.” 
Given the close relationship between the audit committee and CFOs, CFOs must understand the audit 
committee’s role and be aware of issues that affect CFO-audit committee dynamics. 
This article highlights how pertinent aspects that concern audit committees are also related to CFOs.  We 
look at how CFOs in Singapore may better understand the issues faced by their audit committee in order 
to work better with such bodies. 
Given Singapore’s status as a well-developed business hub in Asia Pacific and its advanced standards of 
corporate governance, we hope this discussion will also be useful for CFOs in other jurisdictions. 
Heavy workload 
In Singapore, the Code of Corporate Governance 2012 (the Code) and the Guidebook for Audit 
Committees in Singapore (Guidebook) specify best practices and requirements for the audit committee. 
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The Guidebook states key areas of responsibility that include, among others, risk management and 
internal controls, financial reporting, internal audit, and external audit. 
Good boards – and thus audit committees – often challenge management assumptions as well. At a panel 
discussion during the launch of the SID-ISCA Singapore Directorship Report 2014, Richard Teng, SGX 
Chief Regulatory Officer, pointed out that the best listed boards with the right dynamics tend to be able to 
“point companies in the right direction, highlight risks, and challenge management assumptions.” 
But audit committees increasingly carry a heavy workload. The 2014 Global Audit Committee survey 
conducted by KPMG found that 50% of respondents responded with “Yes, but increasingly difficult” or 
“No”, when  asked if their audit committees had the time and expertise to oversee the major risks 
identified in addition to carrying out its core oversight responsibilities. 
ISCA’s own research – we examined the annual reports of 717 companies – suggests that audit 
committees in Singapore-listed firms hold more meetings than other board committees. Nearly eight out 
of ten (77%) of listed firms held four or more audit committee meetings in 2013. This compares with less 
than 10% of firms holding four or more Remuneration, Nominating, or Risk committee meetings in the 
same period. 
Perhaps as a result of the workload and scope that audit committees find themselves under, our data also 
suggests that most audit committee members in Singapore do not sit on too many audit committees – 94% 
of audit committee members and 86% of audit committee chairpersons sit on one, or at most two, audit 
committees. 
Should the CFO work in a firm that requires the CEO and CFO to provide explicit assurance, the 
CFO needs to be aware of the serious nature not only of his or her responsibilities but also the 
potential liabilities 
How CFOs can help 
Given the audit committee’s workload and scope of responsibility, it is crucial for CFOs to efficiently 
manage their interactions with the committee to ensure that work relationships and meetings are effective 
and productive. 
Of the audit committee’s key areas of responsibility, risk management and internal controls, and financial 
reporting are particularly relevant to the CFO. 
Risk management and internal controls. The audit committee needs to make good disclosures on the 
adequacy and effectiveness of the company’s risk management practices and internal controls. In 
Singapore, risk management and internal controls are considered adequate and effective “if they (board 
and AC) provide reasonable assurance for the managing of the company’s risks, the safeguarding of its 
assets, the reliability of financial information, and the compliance with laws and regulations,” according 
to the Guidebook. 
The Guidebook encourages audit committees to adopt the best practice of getting CEOs and CFOs to 
establish “mechanisms to enable these C-suite executives to provide assurance to the board regarding the 
adequacy and effectiveness of the risk management and internal control systems.” 
Should the CFO work in a firm that requires the CEO and CFO to provide explicit assurance in the area 
of risk management and internal controls, the CFO needs to be aware of the serious nature not only of his 
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or her responsibilities but also the potential liabilities. CFOs need to ensure they or their staff do indeed 
have required competencies in risk management and internal controls to sign off and give such explicit 
assurance.  
Financial reporting. This is a traditional area where the CFO can expect to interact extensively with the 
audit committee. Under the Company’s Act, directors in Singapore, through the audit committee, are 
required to take all reasonable steps to make sure that the Act’s provisions relating to financial statements 
of the company are complied with. 
In practice, the task of preparing financial statements is often delegated to management, with the CFO 
usually holding primary responsibility. It is the responsibility of the board, thus also of the audit 
committee, to ensure oversight of the integrity of the financial statements and other related disclosures. 
The CFO therefore needs to be keenly aware of the concerns of and pressures on the audit committee and 
work in a manner that provides confidence to the board and audit committee. 
For example, in proposing accounting treatment changes, the CFO may want to do a thorough analysis of 
old and new accounting treatments, and to be explicit in explaining the basis on why proposed changes 
are deemed appropriate. Further, the CFO should be straightforward with the audit committee regarding 
the motivation and timing of such proposed changes.  
Corporate governance. The “comply-or-explain” regime of the Code applies to listed entities in 
Singapore. (Other common regimes include the voluntary regime where companies are encouraged to 
follow recommendations but are not required to explain should they choose not to, and the mandatory 
regime where companies must comply with requirements or face fines or penalties.) 
Comply-or-explain regimes require companies to state whether they comply with stated 
recommendations, and if they choose not to comply, why they chose not to. In Singapore’s case, the 
compliance is with the requirements of the Code and listing regulations. 
CFOs working with audit committees under the comply-or-explain regime will work more effectively if 
they anticipate any matter that may not comply, particularly for financial, internal controls or risk 
management, and prepare valid explanations. This will help the audit committee provide a good 
explanation or disclosure, as required if the company chooses not to comply with a Code or listing 
regulation. 
Friction and tension 
CFOs are expected to work closely with the audit committee in many aspects.  But there may be friction 
or tension at times with the audit committee’s need to maintain healthy professional skepticism as part of 
their role. 
A deeper understanding of audit committees by CFOs should help put the relationship in context – and 
result in a relationship that effectively strengthens oversight and corporate governance of an organization. 
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